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T r a n s c r i p t  o f  Conference C a l l  o f  
October  3 0 ,  1 9 9 1  

CHAIRMAN GREENSPAN. Good morning,  gent lemen.  Events  a r e  
moving a t  a pace t h a t  p robab ly  makes it wise  f o r  us t o  have some 
p r e l i m i n a r y  d i s c u s s i o n s  on t h e  b a s i s  of t h e  ev idence  b e f o r e  n e x t  
Tuesday’ s  FOMC mee t ing .  The d a t a  t h a t  we saw today  on home s a l e s  were 
c l e a r l y  q u i t e  n e g a t i v e .  I n i t i a l  c l a i m s  w i l l  come o u t  tomorrow a n d ,  
a c t u a l l y .  t h e y  won’t  be  t o o  bad:  i n  f a c t ,  on our  s e a s o n a l s  t h e y  go
down and on t h e  BLS s e a s o n a l s  t h e y  go down s h a r p l y .  The g e n e r a l
t h r u s t  of t h e  d a t a ,  however,  i s  t h a t  t h e  r ecove ry  c l e a r l y  i s  p e t e r i n g  
o u t  a t  a f a i r l y  pronounced pace .  And it l o o k s  a t  t h i s  s t a g e  a s  though
w e ’ r e  going  t o  have d i f f i c u l t y  r e a c h i n g  2 p e r c e n t  GNP i n  t h e  f o u r t h  
q u a r t e r :  t h e  more l i k e l y  f i g u r e  i s  probably  c l o s e r  t o  z e r o  a t  t h i s  
p o i n t .  

A s  I i n d i c a t e d  a t  t h e  l a s t  FOMC mee t ing ,  I t h i n k  what we’ re  
l o o k i n g  a t  h e r e  i s  a n e a r l y  c l a s s i c  d i s i n f l a t i o n  p r o c e s s  i n  which t h e  
economy i s  coming o f f  a v e r y  s u b s t a n t i a l  d e b t  b u i l d u p  and s p e c u l a t i v e
b inge  i n  t h e  ’80s .  I n  t h e  p r o c e s s  o u r  f i n a n c i a l  i n t e r m e d i a r i e s  have 
been undermined t o  a v e r y  c o n s i d e r a b l e  e x t e n t .  The s a v i n g s  and l o a n  
i n d u s t r y  i s  p r e t t y  much i n c a p a b l e  of l e n d i n g  a t  anywhere n e a r  t h e  
[volume] it d i d  i n  t h e  p a s t .  Commercial banking has  been 
s i g n i f i c a n t l y  d e b i l i t a t e d  and even t h e  i n s u r a n c e  [ s e c t o r ]  i s  c r e a t i n g
problems f o r  i n t e r m e d i a r y  l e n d i n g  of t h e  t y p e  t h a t  u s u a l l y  f i n a n c e s  
r e c o v e r i e s  o f  t h e  n a t u r e  w e ‘ r e  l o o k i n g  [ towardl  now. The more I l o o k  
a t  t h i s ,  t h e  more i t  l o o k s  t o  me a s  though w e  have some e q u i v a l e n t  of  
a 1 9 t h  c e n t u r y  k ind  o f  economic a d j u s t m e n t .  But i n s t e a d  of an economy
c r a s h i n g  a f t e r  a s t o c k  market  d e c l i n e  such  a s  we had i n  October  1987 
and t h e n  coming back a y e a r  o r  s o  l a t e r ,  it l o o k s  a s  though t h e  
i n f l a t i o n a r y  and d e b t  imba lances  of t h e  1980s a r e  b e i n g  s t r e t c h e d  o u t  
h e r e .  We a r e  w e l l  i n t o  t h e  ad jus tmen t  p r o c e s s .  b u t  i t ’ s  f a i r l y  
e v i d e n t  t h a t  t h e  f e a r  e lement  t h a t  i s  a s s o c i a t e d  w i t h  t h e  d e c l i n e  i n  
p r o p e r t y  v a l u e s  i s  r e a l l y  q u i t e  c l a s s i c  i n  t h e  s e n s e  t h a t  i t  h a s  t h e  
same e f f e c t  a s  t h o s e  1 9 t h  c e n t u r y  t y p e  c o r r e c t i o n s .  I t ’ s  a p p a r e n t
from t h e  employment c o s t  i n d e x  t h a t  t h e  d i s i n f l a t i o n  p r o c e s s  seems t o  
be working w e l l .  I do t h i n k  t h a t  t h e r e  a r e  q u e s t i o n s  w i t h  r e s p e c t  t o  
what it i s  t h a t  M2 i s  measur ing  a t  t h i s  p o i n t :  b u t  c l e a r l y  it i s  n o t  
t e r r i b l y  e a s y  j u s t  t o  conclude  t h a t  t h e  money supp ly  s h r i n k a g e  i s  n o t  
r e f l e c t i v e  of  some d e f i n i t e  s lowing  i n  nominal G N P .  [The sh r inkage1  
may w e l l  b e .  and indeed  I s u s p e c t  it i s ,  l a r g e l y  a consequence of  
t a k i n g  a b i g  chunk o u t  of  t h e  s a v i n g s  and l o a n  i n d u s t r y ,  b u t  t h e  
e f f e c t s  a r e  t h e  same. I t  does  r educe  f i n a n c i a l  i n t e r m e d i a r y  c a p a c i t y
and a s  a consequence o f  t h a t  a c o n t r a c t i o n  p r o c e s s  o c c u r s ,  which i s  
n o t  d i s s i m i l a r  t o  what t h e  money supp ly  d a t a  a r e  showing t o  u s .  

I ’ v e  concluded  from t h i s  myself  t h a t  w e  p robab ly  have t o  do 
someth ing  f u r t h e r .  b u t  I ’ m  uncomfor t ab le  about  a v a r i e t y  of d i f f e r e n t  
a l t e r n a t i v e s .  What I ’ d  l i k e  t o  do i s  t o  g e t  a s e n s e  of  t h i s  Committee 
w i t h  r e s p e c t  t o :  (1) an u p d a t e  on how a l l  o f  you view your  v a r i o u s  
D i s t r i c t s  and t h e  n a t i o n  a s  a whole:  and ( 2 )  any s u g g e s t i o n s  you might
wish t o  o f f e r  r e g a r d i n g  v a r i o u s  a l t e r n a t i v e  ways we might move. We 
have a number o f  p o t e n t i a l  a l t e r n a t i v e s .  F o r  example.  we c o u l d .  were 
we t o  choose  t o  do s o ,  do a 25  b a s i s  p o i n t  r e d u c t i o n  i n  t h e  f e d e r a l  
funds  r a t e  t o d a y .  We cou ld  w a i t  perhaps  u n t i l  F r i d a y  and do a [ c u t  i n  
t h e ]  d i s c o u n t  r a t e  and 5 0  b a s i s  p o i n t s  [on t h e  f e d e r a l  funds  r a t e ] :  we  
cou ld  w a i t  u n t i l  a f t e r  t h e  FOMC mee t ing  and do e i t h e r  o r  bo th  of  
t h o s e :  o r  w e  cou ld  do none o f  t h e  above.  What I would be most 
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a p p r e c i a t i v e  o f .  s i n c e  we h a v e n ’ t  had a chance t o  d i s c u s s  t h e  changing
developments  i n  t h e  v a r i o u s  D i s t r i c t s .  i s  t o  g e t  from i n d i v i d u a l  
p r e s i d e n t s  s p e c i f i c a l l y  a s e n s e  o f  how t h e y  view t h e  o u t l o o k  r e l a t i v e  
t o  how t h e y  sensed  i t  a t  t h e  l a s t  FOMC mee t ing .  And I would 
a p p r e c i a t e  i n  t h a t  c o n t e x t  any views w i t h  r e s p e c t  t o  p o l i c y  t h a t  one 
might  wish  t o  o f f e r .  

MR. BOEHNE. T h i s  i s  Ed Boehne. We c l e a r l y  a r e  s e e i n g  a 
d e t e r i o r a t i o n  i n  s e n t i m e n t .  and I f e e l  t h a t  t h i s  i s  now s p i l l i n g  ove r  
i n t o  1 9 9 2  p l a n n i n g  f o r  many b u s i n e s s e s .  Whereas a few months ago I 
t h i n k  t h e  v iew was t h a t  t h i s  was l a r g e l y  a ’ 9 1  r e c e s s i o n  and 
e x p e c t a t i o n s  were t h a t  t h i n g s  would be  moving back  up i n  ’ 9 2 .  what we 
have now i s  a view t h a t  t h i s  r e c e s s i o n  i s  going  t o  s p i l l  ove r  i n t o  ’ 9 2  
and t h a t  b u s i n e s s e s  have t o  p l a n  a c c o r d i n g l y .  S o ,  I t h i n k  we have 
someth ing  h e r e  t h a t ’ s  going t o  d r a g  o u t  a good b i t  l o n g e r  t h a n  we 
t h o u g h t .  My s e n s e  i s  t h a t  we’re  n o t  l i k e l y  t o  s e e  s h a r p  d e c l i n e s  i n  
growth:  I t h i n k  w e ’ r e  going  t o  s e e  an absence  of growth.  You 
e x p r e s s e d  t h a t  i n  your  e x p l a n a t i o n  and I would a g r e e  w i t h  a l o t  of 
what you were s a y i n g .  Another way t o  p u t  it i s  t h a t  i n  t h e  l a t t e r  
p a r t  of  t h e  ’80s w e  borrowed a l o t  of  p r o s p e r i t y  from t h e  f u t u r e  and 
t h e  f u t u r e  i s  h e r e  and w e ’ r e  paying  it back .  I t h i n k  t h a t  i s  showing 
up i n  d e b t  o v e r l o a d s  and problems w i t h  r e a l  e s t a t e  and s o  on .  

I would n o t  p u t  as  much o f  a burden .  however,  on o u r  c r e d i t  
i n t e r m e d i a t i o n  p r o c e s s .  C l e a r l y .  t h e r e  a r e  wounds t h e r e  and t h e r e  i s  
new c a u t i o n  on t h e  p a r t  of  banks.  But I t h i n k  a l o t  of  t h i s  i s  t h e  
f a c t  t h a t  t h e r e  j u s t  i s n ’ t  t h e  demand. The demand s i d e  i s  a 
s u b s t a n t i a l  p a r t  o f  c r e d i t  [ u n i n t e l l i g i b l e ] .  b u t  I would p u t  more 
weight  on t h e  demand s i d e  t h a n  u s u a l .  I t h i n k  t h e  banks would respond 
by l e n d i n g  i f  t h e r e  were g r e a t e r  l o a n  demand. 

A s  f a r  a s  what we need t o  d o ,  I t h i n k  a 25 b a s i s  p o i n t  
r e d u c t i o n  [ i n  t h e  funds  r a t e 1  i s  n o t  wor th  t h e  t r o u b l e .  What we need 
t o  do i s  something t h a t  g e t s  a t t e n t i o n - - s o m e t h i n g  t h a t  i s  more t h a n  
t h e  u s u a l  k ind  of  e a s i n g  moves we’ve t a k e n .  S o ,  I t h i n k  we have t o  go
50 b a s i s  p o i n t s  on t h e  funds  r a t e  and t h e  d i s c o u n t  r a t e :  t h e  e x a c t  
t i m i n g  i s  n o t  a s  c r u c i a l  a s  t h e  f a c t  t h a t  w e  do i t .  But t o  go 25 
b a s i s  p o i n t s  on t h e  funds  r a t e  and maybe do a n o t h e r  25 p o i n t s  j u s t
d o e s n ’ t  g i v e  u s  much o f  a b i t e  f o r  what we’ re  d o i n g .  My s e n s e  i s  t h a t  
t h i s  d i s i n f l a t i o n  p r o c e s s  i s  moving more r a p i d l y  t h a n  w e  may t h i n k  
b e c a u s e ,  w h i l e  lower i n t e r e s t  r a t e s  i n  and o f  t hemse lves  a r e n ’ t  go ing  
t o  s t i m u l a t e  t h e  economy, t h e y  can  be a p o s i t i v e .  I would guess  t h a t  
b e f o r e  t h i s  i s  over  we’ re  going  t o  have  t o  lower  t h e  funds  r a t e ,  and 
i n t e r e s t  r a t e s  a r e  go ing  t o  have t o  come down more t h a n  most o f  us had 
c o n t e m p l a t e d ,  o r  maybe even con templa t e  a t  t h i s  p o i n t .  But w e ’ r e  
r a p i d l y  moving i n t o  a s i t u a t i o n  i n  which t h e  r e a l  i n t e r e s t  r a t e  i s  t o o  
h i g h  t o  be c o n s i s t e n t  w i t h  even a m i l d  r ecove ry  and t h e n  we w i l l  have 
t o  a d d r e s s  t h a t  i n  s e v e r a l  s teps .  I n i t i a l l y ,  I would r a t h e r  do 
n o t h i n g  t h a n  do 25 b a s i s  p o i n t s .  I t h i n k  we’d a lmos t  be mocked i f  we 
d i d  t h a t .  I t h i n k  we have t o  go f o r  t h e  d i s c o u n t  r a t e  and 50 b a s i s  
p o i n t s  on t h e  funds  r a t e .  

MR. PARRY. T h i s  i s  Bob P a r r y  i n  San F r a n c i s c o .  I s h a r e  Ed 
Boehne’s  conce rns  abou t  t h e  immediate p r o s p e c t s  f o r  t h e  economy. 
C l e a r l y ,  i n  o u r  D i s t r i c t  we would have  t o  s a y  t h a t  [economic
c o n d i t i o n s ]  have d e t e r i o r a t e d  s i n c e  t h e  l a s t  FOMC mee t ing .  We’ve had 
r e c e n t  mee t ings  w i t h  o u r  d i r e c t o r s  and a l s o  t h e  Small  Bus iness  and 
A g r i c u l t u r a l  Advisory C o m m i t t e e  and t h e y  have been a s  p e s s i m i s t i c  i n  
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t h e i r  r e p o r t s  a s  I ’ v e  s e e n .  But a t  t h i s  p o i n t  I ’ m  a l i t t l e  l e e r y  
about  s a y i n g  how much t h i s  i s  go ing  t o  c r o s s  o v e r  i n t o  1 9 9 2 .  I t h i n k  
we cou ld  r e a l l y  b e n e f i t  f rom an i n - p e r s o n  d i s c u s s i o n  of t h e  p r o s p e c t s  
f o r  t h e  economy a s  s e e n  by t h e  Board ’ s  s t a f f  and a l s o  t h e  views o f  
each of t h e  p r e s i d e n t s  i n  t h a t  r e g a r d .  Although t h e r e  i s  a s t r o n g  
c a s e  f o r  d o i n g  someth ing ,  I hope we w i l l  no t  o v e r - r e a c t  a t  t h e  p r e s e n t
t i m e .  I would be a lmost  i n d i f f e r e n t  between do ing  two t h i n g s :  To 
w a i t  u n t i l  Tuesday t o  have a v e r y  comple te  d i s c u s s i o n  o f  t h e  s i t u a t i o n  
and t h e n  c o n s i d e r  t h e  p o s s i b i l i t y  of perhaps  [moving down] 50 b a s i s  
p o i n t s  on b o t h  t h e  funds  r a t e  and t h e  d i s c o u n t  r a t e :  o r  even t o  make a 
s m a l l  move o f  2 5  b a s i s  p o i n t s  on t h e  funds  r a t e  t o d a y ,  which may b e  
c o n s t r u c t i v e  a s  a n o t h e r  a l t e r n a t i v e .  The bond marke t s  have been 
a c t i n g  v e r y  s t r a n g e l y  f o r  t h e  l a s t  week o r  s o .  and I t h i n k  such  a move 
cou ld  p r o v i d e  u s  w i t h  some i n t e r e s t i n g  i n f o r m a t i o n .  Another  t h i n g  we 
have t o  keep i n  mind i s  t h e  T r e a s u r y  r e f u n d i n g  n e x t  week: we have t o  
d e c i d e  c a r e f u l l y  what w e ’ r e  go ing  t o  do i n  l i g h t  of t h a t  a s  w e l l .  

MR. FORRESTAL. Mr. Chairman. t h i s  i s  Bob F o r r e s t a l  i n  
A t l a n t a .  I d o n ’ t  t h i n k  economic c o n d i t i o n s  have changed a l l  t h a t  much 
i n  t h e  D i s t r i c t  s i n c e  t h e  l a s t  FOMC mee t ing .  They a r e  mixed. and I 
suppose if you added it a l l  up t h e  t a l l y  would show t h a t  most a r e  
n e g a t i v e .  From s t a t e m e n t s  by b u s i n e s s  p e o p l e ,  what i s  happening h e r e  
- - a n d  I s e n s e  i n  o t h e r  p a r t s  of t h e  c o u n t r y - - i s  t h a t  s en t imen t  i s  
r e a l l y  v e r y ,  v e r y  n e g a t i v e .  And t h a t ,  o f  c o u r s e ,  i s  b e i n g  t r a n s l a t e d  
i n t o  b u s i n e s s  p l a n s  f o r  n e x t  y e a r  and i t ’ s  c a u s i n g  consumers t o  h o l d  
back:  t h e y ’ r e  h o l d i n g  back f o r  o t h e r  r easons  a s  w e l l .  But t h e  t o n e  i s  
r e a l l y  v e r y  bad and i t ’ s  b e g i n n i n g  t o  f eed  on i t s e l f .  I n  a s e n s e  t h e  
psychology i s  t a k i n g  us down a s p i r a l :  I t h i n k  t h a t  was confirmed t o  
some e x t e n t  by t h e  Conference  B o a r d ’ s  r e p o r t  on c o n f i d e n c e  y e s t e r d a y .  
S o ,  t h a t ’ s  t h e  o v e r r i d i n g  [ conce rn ]  r a t h e r  t h a n  t h e  s t a t i s t i c s  
t hemse lves .  a l t h o u g h  t h e  s t a t i s t i c s  a r e  n o t  g r e a t  i n  our  D i s t r i c t .  

The o t h e r  t h i n g  t h a t  I ’ m  f i n d i n g  from t h e  b u s i n e s s  peop le
t h a t  we t a l k  t o  i s  t h a t  t h e y  j u s t  d o n ’ t  seem t o  have an u n d e r s t a n d i n g  
t h a t  we’re  n o t  go ing  t o  h a v e ,  a t  l e a s t  i n  t h e  f o r e s e e a b l e  f u t u r e ,  t h e  
k inds  o f  growth r a t e s  t h a t  we had i n  t h e  U.S. economy ove r  t h e  p a s t  
decade .  They do n o t  y e t  have i t  i n  t h e i r  m i n d s e t ,  it seems t o  m e ,  
t h a t  our  p o t e n t i a l  f o r  growth i s  lower  t h a n  it was: t h e y ’ r e  l o o k i n g  
f o r  t h e  k i n d s  o f  r e t u r n s  t h a t  t h e y  had b e f o r e .  And t h e y  a r e  g e t t i n g  
v e r y ,  v e r y  i m p a t i e n t  w i t h  t h i s  r e l a t i v e l y  s l u g g i s h  economy. 

I n  terms of p o l i c y ,  w e  need t o  do someth ing .  I t h i n k  it 
would be  b e t t e r  t o  do 25 b a s i s  p o i n t s  so w e  can  t e s t  t h e  market  a 
l i t t l e ,  p a r t i c u l a r l y  t h e  l o n g  end of  t h e  marke t .  Given where t h e  
funds  r a t e  i s  t o d a y  and t h e  f a c t  t h a t  i f  we’re  go ing  t o  do someth ing  
w e  might  a s  w e l l  do it now. I would be  i n c l i n e d  t o  do 25 b a s i s  p o i n t s  
now and t h e n  have a f u l l  d i s c u s s i o n  o f  t h e  s i t u a t i o n ,  i n c l u d i n g
perhaps  [ c o n s i d e r a t i o n  of1 a d i s c o u n t  r a t e  change.  a t  our  FOMC mee t ing  
nex t  week. 

MR. KEEHN. M r .  Chairman, t h i s  i s  S i  Keehn i n  Chicago.  I 
a g r e e  l a r g e l y  w i t h  what b o t h  Ed and Bob have j u s t  s a i d .  I d o n ’ t  t h i n k  
t h e  s i t u a t i o n  has  d e t e r i o r a t e d  t h a t  much s i n c e  t h e  l a s t  FOMC. b u t  
t h e r e  h a s  been a p e r c e p t i b l e  change i n  a t t i t u d e s  among t h e  peop le  t h a t  
I ’ v e  t a l k e d  t o .  They j u s t  a r e  f e e l i n g  much more concerned t h a n  t h e y  
were b e f o r e .  The s e n t i m e n t  h a s  t u r n e d  t o  t h e  v e r y  n e g a t i v e  s i d e .  I 
s p e n t  some t i m e  t a l k i n g  t h i s  morning t o  r e p r e s e n t a t i v e s  o f  t h e  a u t o  
i n d u s t r y  i n  p r e p a r a t i o n  f o r  t h e  FOMC meet ing  n e x t  week. I p robab ly  
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have l i t t l e  t o  add t h a t  you d o n ’ t  a l r e a d y  know. C l e a r l y .  t h e y  a r e  
r e d u c i n g  t h e i r  p r o d u c t i o n  s c h e d u l e s  and t h e i r  e s t i m a t e s  w i t h  r e g a r d  t o  
s a l e s  b o t h  t h i s  y e a r  and n e x t  y e a r  a r e  coming down. According t o  t h e  
d a t a  t h e y  gave t o  me, t h e  o r d e r  l e v e l s  coming i n  from t h e i r  d e a l e r s  
l o o k  p r e t t y  t e r r i b l e :  t h e r e  i s  a d e f i n i t e  t r e n d  downward. And t h e  
p r o d u c t i o n  t h a t  i s  now schedu led  f o r  t h e  f o u r t h  q u a r t e r  compared t o  
o r d e r s  a p p e a r s  t o  be s u b s t a n t i a l l y  h i g h e r  t h a n  [has  been t h e  c a s e ]  i n  
q u i t e  some number of y e a r s .  S o ,  u n l e s s  t h e r e  i s  a r a t h e r  s u b s t a n t i a l  
t u r n a r o u n d  going  i n t o  t h e  e a r l y  p a r t  o f  n e x t  y e a r ,  t h e y  d o n ’ t  s e e  any
p a r t i c u l a r  improvement.  

I n  t e rms  of t h e  p o l i c y  d e c i s i o n ,  I t h i n k  t h e r e  a r e  arguments
f o r  d o i n g  someth ing  t h a t  i s  a b i t  more d r a m a t i c .  I would v e r y  much 
f a v o r  a r e d u c t i o n  i n  t h e  d i s c o u n t  r a t e  a s  a way of  i n d i c a t i n g  what 
we’ re  d o i n g .  b u t  a l s o  I would do i t  because  I t h i n k  w e  have a log jam 
on t h e  pr ime r a t e .  If we choose t o  r educe  t h e  f e d  funds  r a t e  by 25 
b a s i s  p o i n t s ,  it may n o t  be  enough t o  move t h e  banking  i n d u s t r y  down a 
n o t c h ,  whereas  i f  we reduce  t h e  d i s c o u n t  r a t e  and a l s o  t h e  f e d  funds  
r a t e  by 50 b a s i s  p o i n t s ,  t h a t  would be  enough t o  reduce  t h e  prime 
r a t e .  I would t h i n k .  There  i s  q u i t e  a b i t  o f  apa thy  and [such  r a t e  
r e d u c t i o n s ]  cou ld  have a ve ry  p o s i t i v e  e f f e c t  and .  t h e r e f o r e ,  I would 
do i t .  I t  d o e s n ’ t  seem t o  me t h a t  we need t o  w a i t  f o r  t h e  FOMC 
m e e t i n g .  I ’ d  be  i n c l i n e d  t o  do i t  F r i d a y  morning.  

MR. BLACK. Bob B lack ,  Mr. Chairman. I d o n ’ t  remember a t i m e  
i n  t h e  pos twar  p e r i o d  when I f e l t  t h a t  t h e  c o n f i d e n c e  of our  b u s i n e s s  
peop le  was a s  s o u r  o r  a s  bad a s  i t  i s  r i g h t  now. We h e a r  i t  from our  
d i r e c t o r s :  t h e y  a r e  q u i t e  unhappy. I f  you l o o k  a t  t h e  r e p o r t  on t h e  
Conference  Board’s  conf idence  s u r v e y  on t h e  second page of T?.E Kall 
S t r e e t  J o u r n a l  t h i s  morning ,  s e v e r a l  [ u n i n t e l l i g i b l e ]  c o i n c i d e n t  
i n d i c a t o r s  r a t h e r  t h a n  l e a d i n g  i n d i c a t o r s .  I t ’ s  a l s o  h e l p f u l  t o  b e a r  
i n  mind t h a t  we a r e  j u s t  a t  t h e  b e g i n n i n g  of a r ecove ry  and peop le  a r e  
a lways r a t h e r  p e s s i m i s t i c  about  i t .  I do t h i n k  t h e  r ecove ry  i s  s t i l l  
c o n t i n u i n g .  I ’ m  impressed  by t h e  s t r e n g t h  i n  M1. If you t a k e  s m a l l  
t i m e  d e p o s i t s  o u t  of  M2.  M2 l e s s  t ime  d e p o s i t s  h a s  grown a t  a r a t e  of 
7 . 3  p e r c e n t  f rom t h e  f o u r t h  q u a r t e r  o f  l a s t  y e a r  t o  t h e  t h i r d  q u a r t e r
o f  t h i s  y e a r :  and i n  October  t h a t  measure was up a t  a r a t e  of 7 . 9  
p e r c e n t .  I f  we were t o  c u t  t h e  f e d e r a l  f u n d s  r a t e ,  I d o n ’ t  know what 
it would do t o  M2: p robab ly  v e r y  l i t t l e .  But a t  t h e  same t i m e  we can  
ill a f f o r d  t o  i g n o r e  t h i s  d e t e r i o r a t i o n  i n  conf idence  and I t h i n k  w e  
ought  t o  make a move j u s t  t o  t r y  t o  t u r n  t h a t  around even if we see an 
a d v e r s e  e f f e c t  on M2 ove r  t h e  l o n g  t e r m .  S o .  I would f a v o r  2 5  b a s i s  
p o i n t s  [on t h e  funds  r a t e 1  t o d a y .  and t h e n  I ’ d  t a k e  a l o o k  a t  t h e  
f i g u r e s  w e  a r e  going  t o  g e t  on F r i d a y - - t h e  employment r e p o r t  and t h e  
r e p o r t  o f  t h e  N a t i o n a l  A s s o c i a t i o n  o f  P u r c h a s i n g  Managers.  And t h e n  
Tuesday we m i g h t ,  a s  you s a i d ,  c o n s i d e r  d o i n g  more.  But I would l i m i t  
i t  r i g h t  now t o  on ly  2 5  b a s i s  p o i n t s .  We ought  t o  do t h a t  j u s t  t o  t r y  
t o  s t o p  t h i s  e r o s i o n  of conf idence  t h a t  seems s o  [ e v i d e n t ]  t o  me. 

MR. H O E N I G .  Mr. Chairman, t h i s  i s  Tom Hoenig.  Our r e g i o n  
h a s n ’ t  s e e n  a l o t  of  change s i n c e  t h e  l a s t  mee t ing .  I t  had a l r e a d y  
gone t h r o u g h  a b i t  o f  d i s i n f l a t i o n  and I d o n ’ t  s e e  a l o t  of  change
from t h a t .  A t t i t u d e s ,  t hough ,  c o n t i n u e  t o  worsen .  We’ve had some 
mee t ings  w i t h  b u s i n e s s  g roups ,  and t h e y  a r e  v e r y  p e s s i m i s t i c .  There  
i s  s t i l l  a l o t  of  blame b e i n g  p l a c e d  on t h e  banks a n d ,  q u i t e  f r a n k l y ,  
I t h i n k  t h e  banks have t i g h t e n e d  t h e i r  u n d e r w r i t i n g  s t a n d a r d s  f a i r l y  
s i g n i f i c a n t l y  i n  r e a c t i o n  t o  t h e  d r a m a t i c  l o s s e s  t h e y ’ v e  s u f f e r e d  over  
t i m e .  S o ,  t h e r e  i s  t h a t  [ t i g h t e n i n g ]  i n  s t a n d a r d s  o u t  t h e r e  t h a t  t h e  
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b u s i n e s s  community i s  s e e i n g  and it i s  o n l y  worsening  t h e i r  a t t i t u d e s .  

A s  f a r  a s  p o l i c y  goes ,  I would f e e l  comfor t ab le  e a s i n g  1 / 4  
p e r c e n t a g e  p o i n t  r i g h t  now. A s  f o r  go ing  f u r t h e r  w i t h  t h e  d i s c o u n t  
r a t e .  I d o n ’ t  t h i n k  it would h u r t  t o  w a i t  u n t i l  n e x t  Tuesday when we 
can have a f u l l  a i r i n g  o f  views and d i s c u s s i o n  of t h i s  and ,  based on 
t h a t .  t h e n  d e c i d e  on t h e  d i s c o u n t  r a t e  and on a f u r t h e r  c u t  [ i n  t h e  
funds  r a t e ] .  

MR. H E N D R I C K S .  Mr. Chairman. t h i s  i s  B i l l  Hendricks from 
Cleve land .  Our view h a s n ’ t  changed s i n c e  t h e  l a s t  meet ing .  The 
o u t l o o k  h e r e  i s  f l a t  and we’ re  r a t h e r  concerned about  M2. And we 
p r e f e r  a n o t h e r  move by t h e  Desk. We would p r e f e r  t o  do t h a t  soon i n  
view of t h e  numbers we a r e  s e e i n g  and t h e n  have a f u r t h e r  d i s c u s s i o n  
n e x t  week on what a d d i t i o n a l  moves might  be made. 

V I C E  CHAIRMAN CORRIGAN. M r .  Chairman. s e v e r a l  peop le  have 
a l r e a d y  made t h e  p o i n t  t h a t  I t h i n k  i s  v e r y  c l e a r ,  and t h a t  i s  t h a t  
t h e  psychology o f  t h e  s i t u a t i o n  i s  s l i p p i n g .  We can  d e b a t e  a s  t o  
p r e c i s e l y  what t h e  r e a s o n s  a r e .  b u t  it i s  s l i p p i n g .  C e r t a i n l y ,  i n  t h e  
l a t e s t  rounds of mee t ings  I ’ v e  had w i t h  b u s i n e s s  l e a d e r s  t h e r e  r e a l l y
h a s  been q u i t e  a p e r c e p t i b l e  d e t e r i o r a t i o n  i n  a t t i t u d e s .  I n  t h o s e  
c i r c u m s t a n c e s .  I do t h i n k  t h a t  t h i s  i s  one o f  t h o s e  t imes ,  of  which 
t h e r e  a r e  n o t  many. when we have t o  be  t h i n k i n g  o f  a p o l i c y  move t h a t  
i s  someth ing  o t h e r  t h a n  p l a i n  v a n i l l a .  For t h a t  r e a s o n ,  I would 
a s s o c i a t e  myself  w i t h  t h o s e  who have s u g g e s t e d  a r e d u c t i o n  i n  t h e  
d i s c o u n t  r a t e  w i t h  a c o r r e s p o n d i n g  r e d u c t i o n  i n  t h e  f e d e r a l  funds  
r a t e .  I s e e  v e r y ,  v e r y  minimal downside r i s k  i n  t h e  c u r r e n t  
c i r c u m s t a n c e s  w i t h  t h a t  approach .  And if t h a t  does  j u m p - s t a r t  some 
t h i n g s ,  o b v i o u s l y  p o l i c y  can  respond i n  t h e  o p p o s i t e  d i r e c t i o n  if it 
has  t o  l a t e r  on .  But r i g h t  now I do t h i n k  t h a t  something a b i t  o u t  o f  
t h e  o r d i n a r y  i s  c a l l e d  f o r  t o  t r y  t o  stem t h i s  d e t e r i o r a t i o n  i n  
c o n f i d e n c e .  which I a t  l e a s t  p e r c e i v e  t o  be  f a i r l y  b r o a d l y  based a t  
t h e  moment. So .  I would f a v o r  a d i s c o u n t  r a t e  change.  I cou ld  go 
e i t h e r  way a s  t o  whether  [ t h e  Board] does  it F r i d a y  o r  n e x t  week. I ’ d  
be i n f l u e n c e d  a l i t t l e  a t  l e a s t  by what w e  s e e  i n  t h e  for thcoming
s t a t i s t i c s .  We g e t  l a b o r  market  numbers t h i s  F r i d a y  and t h a t  might  
prove d e c i s i v e  one way o r  a n o t h e r  f o r  me a s  f a r  a s  t h e  t i m i n g  goes .
t h i n k  Ed Boehne go t  it r i g h t  when he s a i d  t h a t  a m a t t e r  of a f e w  days  
one way o r  a n o t h e r  i s  n o t  t h e  end of  t h e  w o r l d ,  b u t  I do t h i n k  we  need 
someth ing  t h a t  does  convey a message h e r e .  Even though normal ly  I 
would be  v e r y  r e s p o n s i v e  t o  Bob P a r r y ’ s  p o i n t  abou t  t e s t i n g  t h e  
marke t ,  i n  t h i s  p a r t i c u l a r  c i r c u m s t a n c e  I f r a n k l y  f i n d  i t  q u i t e  
awkward t o  do 1 / 4  p o i n t  on t h e  f u n d s  r a t e  t o d a y  o r  tomorrow o r  F r i d a y
and t h e n  come back w i t h  something e l se  a t  t h e  beg inn ing  of n e x t  week. 
I t  seems t o  me t h a t  t h a t  c a r r i e s  t h e  wrong message. i n c l u d i n g  t h e  
message o f  a F e d e r a l  Open Market Committee t h a t  i s  s tumbl ing  around a 
b i t .  S o .  w h i l e  I no rma l ly  would be v e r y  sympa the t i c  w i t h  t e s t i n g  t h e  
m a r k e t ,  i n  t h i s  p a r t i c u l a r  c a s e  I ’ d  r a t h e r  do it a l l  a t  o n c e ,  even i f  
i t  means w a i t i n g  u n t i l  n e x t  week. 

MR. SYRON. M r .  Chairman, I t h i n k  t h a t  t h e  s i t u a t i o n  h a s  
d e t e r i o r a t e d  i n  a n o t i c e a b l e  way and t h a t  it i s  impor t an t  t h a t  we do 
someth ing .  I would a s s o c i a t e  myse l f  w i t h  t h o s e  who s a y  it should  be 
more t h a n - - t o  u s e  J e r r y ’ s  p h r a s e - - a  “ p l a i n  v a n i l l a “  change.  And 
soone r  i s  b e t t e r  t h a n  l a t e r  f o r  t h e  r e a s o n  t h a t .  u n l e s s  F r i d a y ’ s  l a b o r  
market  r e p o r t  t u r n s  o u t  t o  be v e r y  d i f f e r e n t  f rom what I t h i n k  a lmost  
any o f  us  e x p e c t s ,  I ’ m  wary o f  do ing  a n o t h e r  move t h a t  i s  t i e d  v e r y ,  

I 
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v e r y  c l o s e l y  t o  t h e  announcement of  t h e  employment f i g u r e s .  A l s o ,  
s i n c e  w e  g e t  i n t o  t h e  T r e a s u r y  r e fund ing  p e r i o d  n e x t  week, I must s a y
I would be  i n  f a v o r  of  moving t o d a y .  

CHAIRMAN GREENSPAN. I might s a y  t h a t  w e  c a n ’ t  do a n y t h i n g
t o d a y :  t h e  t i m e  f o r  Desk a c t i o n  h a s  pas sed .  Even s o ,  t h i s  i s  s t i l l  a 
v e r y  i m p o r t a n t  d i s c u s s i o n  and whether  we move t o d a y  o r  tomorrow i s  
r e a l l y  n o t  m a t e r i a l .  But we could  s t i l l  do i t  “ n o n - F r i d a y . ”  i f  you 
want t o  p u t  it t h a t  way. 

M R .  SYRON. N o n - F r i d a y - - t h a t  i s .  n o t  on t h e  day t h e  l a b o r  
market  f i g u r e s  a r e  r e l e a s e d .  

MR.  STERNLIGHT. M r .  Chairman, even o u r  i n a c t i o n  t o d a y  may 
l e a v e  some q u e s t i o n  about  t h e  p o s s i b i l i t y  of a move o r  of  o u r  b e i n g  on 
t h e  v e r g e  of a move because  t h e  funds  r a t e  h a s  sunk  t o  5 - 1 / 1 6  p e r c e n t .
S o ,  by o u r  j u s t  s t a y i n g  o u t ,  people  w i l l  wonder whether  we a r e - ­

CHAIRMAN GREENSPAN. Wel l ,  I t h i n k  c r e a t i n g  a l i t t l e  
ambigu i ty  a t  t h i s  s t a g e  i s  n o t  a bad i d e a .  

MR. STERNLIGHT. R i g h t .  

CHAIRMAN GREENSPAN. But r e spond ing  w i t h  a s t r o n g  d r a i n i n g  o f  
r e s e r v e s  a t  t h i s  p o i n t  and do ing  a d i s c o u n t  r a t e  o r  something l i k e  
t h a t  w i t h i n  a m a t t e r  o f  days  d o e s n ’ t  s t r i k e  me a s  t h e  way t o  behave 
[ u n i n t e l l i g i b l e ] .  Anyway. s h a l l  we c o n t i n u e ?  T h i s  i s  a c t u a l l y  v e r y
u s e f u l  i n p u t  because  w h i l e  a number of  you may b e  s a y i n g  t h a t  n o t h i n g
h a s  changed s i n c e  t h e  l a s t  mee t ing ,  I can  a s s u r e  you t h a t  i f  w e  were 
t o  do a t r a n s c r i p t  of t h i s  meet ing  and match it a g a i n s t  t h e  t o n e  o f  
t h e  p r e v i o u s  m e e t i n g .  i t ’ s  r e a l l y  q u i t e  remarkably  d i f f e r e n t .  

MR. MCTEER. M r .  Chairman. Bob McTeer i n  D a l l a s .  The one 
t h i n g  I would add i s  t h a t  I d o n ’ t  f e e l  w e  o v e r s t a t e d  t h e  c r e d i t  non-
i n t e r m e d i a t i o n  problem. a s  Ed Boehne s u g g e s t e d .  Maybe i t ’ s  because  
Texas h a s  been d e a l i n g  w i t h  it l o n g e r ,  b u t  it seems v e r y  r e a l  down 
h e r e  and I t h i n k  t h a t  i s  a s i g n i f i c a n t  p a r t  o f  t h e  problem. I a g r e e
w i t h  t h o s e  who would l i k e  whatever  i s  done t o  be  done o t h e r  t h a n  on 
F r i d a y  because  I d o n ’ t  t h i n k  i t ’ s  a good i d e a  f o r  us  always t o  seem t o  
r e a c t  t o  t h e  employment numbers. S o ,  I would hope t h a t  i f  i t ’ s  t o o  
l a t e  t o d a y ,  we cou ld  do whatever  we do tomorrow o r  w a i t  u n t i l  t h e  FOMC 
mee t ing .  

MR. MELZER. A lan ,  t h i s  i s  Tom Melze r .  I n  terms o f  t h e  
D i s t r i c t .  I d o n ’ t  t h i n k  i t ’ s  g a i n i n g  momentum b u t  I d o n ’ t  t h i n k  i t ’ s  
d e t e r i o r a t i n g  e i t h e r .  So .  i n  t h a t  s e n s e ,  n o t  much has  changed.  

I n  t e r m s  of  p o l i c y ,  I ’ m  s a t i s f i e d  w i t h  t h e  t h r u s t  o f  p o l i c y .
A s  I l o o k  a t  i t ,  p o l i c y  i s  c o n s i s t e n t  w i t h  c o n t i n u i n g  economic 
r e c o v e r y .  And a s  I s a i d  b e f o r e ,  I ’ m  v e r y  l e e r y  abou t  our  a b i l i t y  t o  
do s h o r t - t e r m  f i n e - t u n i n g ,  e s p e c i a l l y  t r y i n g  t o  f i n e - t u n e  conf idence .  
I was i n  a mee t ing  t h i s  morning s o  I d i d n ’ t  g e t  a chance t o  l o o k  more 
t h a n  q u i c k l y  a t  t h e  s c r e e n  b u t  I t h i n k  we g o t  some p r e t t y  decen t  
p e r s o n a l  income and p e r s o n a l  consumption numbers.  You s a i d  t h a t  t h e  
i n i t i a l  c l a i m s  f i g u r e s  a r e  go ing  t o  l o o k  p r e t t y  good tomorrow. I 
d o n ’ t  know what unemployment w i l l  l o o k  l i k e  on F r i d a y ,  b u t  t h e r e ’ s  a 
p o s s i b i l i t y  t h a t  t h o s e  good numbers coming o u t  i n  and of  i t s e l f  cou ld  
b u i l d  some c o n f i d e n c e .  And t h e n  i f  we t a k e  some d r a m a t i c  a c t i o n s ,  t h e  
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public reaction is going to be "Well, my word. even in the face of 
some fairly decent numbers. the Fed is taking dramatic action." And 
we could actually go at cross purposes to what some people seem to be 
trying to accomplish. In other words, the reaction will be: "The Fed 
must know something that we don't know: these numbers look pretty
good, s o  they must see or know something that looks a heck of a lot 
worse." I worry about that. In any case, in terms of any policy 
response. predictably. I would be inclined to be quite cautious. I 
would prefer to wait until next Tuesday when we have an opportunity
for all of us to sit down and fully discuss any moves. 

MR. ANGELL. Mr. Chairman, I appreciate the remarks that have 

been made and I understand where they come from. I do not have the 

confidence that others seem to have in regard to knowing precisely

what the fourth-quarter number will be. And since I don't know what 

the fourth-quarter number is going to be, I would tend to presume that 

it is going to be closer to what we've seen than to assume that it is 

going to show a dramatic change. Looking at the third-quarter

numbers. we have had a very negative one quarter on net exports, and I 

find it very unbelievable that that kind of jarring one-quarter

[experience] is apt to be sustained. I find it rather doubtful that 
the inventory disinvestment that occurred in the third quarter will be 
that large in the fourth quarter. I look at the third quarter and see 
that consumer spending. if it were to continue quarter-after-quarter 
at that rate, wouldn't leave much room for any saving that people are 
talking about. Now. that doesn't mean that I'm on the side [of those 
who believe1 that the economic recovery is on a normal course. I have 
never thought that this recession was a normal recession and I 
certainly see no reason that the recovery will be a normal recovery.
But what we need to keep in mind here is that when we affect real 
asset prices the way we have across this country from 1 9 8 4  onward--and 
it has hit region after region--thatwe do not get a snapback. The 
animal spirits that are out there in regard to borrowing money to buy
real estate or to develop this or to develop that are archaic: they 
are seriously faulted. Consequently. I do not believe that we're 
going to affect the outcome quarter-by-quartervery much by what we do 
except run into some danger, as Tom Melzer suggests, of actually
making it worse. 

Now. Jerry Corrigan is correct in saying that we ought not 
test the market at this time. If we test the market and then try to 
come back and do something later, I think that's going to be 
confusing. I'm really on the side of standing pat here. It seems to 
me that with the 1 - 1 / 2  to 2 - 1 / 2  percent growth rate that we're apt to 
experience over the coming quarters--four,five. six quarters ahead of 
us--we'regoing to have plenty of opportunity out there for certain 
disinflations to demonstrate that they're moving along. The very best 
thing we can do for the recovery is to continue our policy, which is 
targeting price-level stability. And out of that we will get the long
bond rate moving where we need to get it moving in order to get this 
recovery going. After the Chairman's remarks the other night, I'm 
convinced that the bond market won't react adversely to a 25 basis 
points move. So, I think we've already found that out: the bond 
markets will tend to do nothing here. Frankly, I think the bond 
markets will do quite well if we do nothing and they indeed will be 
better over the coming months if we show patience. The worst thing we 
can do is to create more uncertainty. [As to the] suggestion that we 
have to make dramatic moves [my view is that] the market will say the 
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Fed has  moved and n o t h i n g  w i l l  happen. And we a c t u a l l y  may c o n t r i b u t e  
t o  a worsening  c o n d i t i o n  w i t h  a worsening  bond market  and make t h e  
c i r cums tance  much worse t h a n  i t  would be o t h e r w i s e .  S o ,  I s t r o n g l y  
counse l  f o r  us  t o  s t a n d  [ p a t ] .  I j u s t  do n o t  b e l i e v e  t h a t  t h e r e  a r e  
g a i n s  from o u r  th rowing  25 b a s i s  p o i n t s  away i n  t h e s e  winds .  

CHAIRMAN GREENSPAN. Governor LaWare. 

MR. LAWARE. M r .  Chairman. I t e n d  t o  a g r e e  w i t h  Governor 
A n g e l l ’ s  a n a l y s i s  o f  t h e  s i t u a t i o n .  I would add t h a t  I t h i n k  t h e  
banks a r e  undoubtedly  t o u g h e r  and r i g h t f u l l y  s o .  They’ve been savaged
by t h e s e  l o s s e s  and t h e y ’ r e  de te rmined  n o t  t o  make t h e  same m i s t a k e s  
a g a i n .  I t h i n k  t h e  improved r e s u l t s  t h a t  t h e  banking  sys t em by and 
l a r g e  i s  e x p e r i e n c i n g  i n  t h e  t h i r d  q u a r t e r  a r e  go ing  t o  t e n d  t o  
encourage  a b i t  more a g g r e s s i v e  l e n d i n g  p o l i c i e s .  And t h a t ’ s  go ing  t o  
h e l p  us f i n a n c e  t h i s  r e c o v e r y .  I ’ m  convinced t h a t  t h e r e  i s  v e r y  s l a c k  
demand and I ’ m  a l s o  s y m p a t h e t i c  t o  t h e  o b s e r v a t i o n s  t h a t  t h e r e  has  
been a d e t e r i o r a t i o n  i n  sen t imen t  o r  a t t i t u d e s  o r  c o n f i d e n c e .  i f  you 
w i l l .  But I ’ m  n o t  convinced  t h a t  we a r e  [ caus ing ]  t h i s  r e c o v e r y  t o  
s t a l l  o u t  o r  t h a t  a change i n  i n t e r e s t  r a t e s  would improve t h e  r a t e  of 
economic growth .  I f a v o r  s t a n d i n g  p a t  a l s o .  But i n  any c a s e  I would 
oppose any move p r i o r  t o  t h e  FOMC meet ing  n e x t  week when we w i l l  have 
t h e  s t a f f  i n p u t  from t h e  Greenbook. 

CHAIRMAN GREENSPAN. Governor K e l l e y .  

MR. KELLEY. Mr. Chairman. o u r  u s u a l  p o s t u r e ,  which I t h i n k  
i s  t h e  c o r r e c t  o n e ,  i s  t o  look  a t  d a t a .  We u s u a l l y  f i n d  t h a t  t h e  d a t a  
a r e  mixed i n  a s i t u a t i o n  l i k e  t h i s  and t h a t  l e a d s  us  t o  c a u t i o u s  moves 
i n  one d i r e c t i o n  o r  a n o t h e r .  I t  seems t o  m e  t h a t  what we’ re  m o s t l y
t a l k i n g  abou t  h e r e  a t  t h i s  p o i n t  i n  t i m e  i s  t h e  m a t t e r  of psychology 
o r  conf idence  r a t h e r  t h a n  some c a r e f u l  a n a l y s i s  of imper sona l  d a t a .  
J u s t  based on t h e  d a t a ,  I would concur  w i t h  Governor A n g e l l ,  b u t  I do 
have a l o t  o f  conce rn  abou t  t h i s  psychology o r  c o n f i d e n c e  f a c t o r .  
I t ’ s  a s o f t e r  t h i n g  b u t  i t  a l s o  i s  a l a r g e r  t h i n g  and a more d i f f i c u l t  
one t o  g r a p p l e  w i t h  p o t e n t i a l l y .  S o ,  it would seem t o  me t h a t  i f  
w e ’ r e  going  t o  do a n y t h i n g ,  it would be  l a r g e l y  f o r  r e a s o n s  of  
conf idence  and psychology.  That  would l e a d  me t o  t h i n k  t h a t  i f  we’ re  
go ing  t o  do a n y t h i n g .  it ought  t o  be something more d r a m a t i c  i n  t h e  
a r e a  of a d i s c o u n t  r a t e  move o f  5 0  b a s i s  p o i n t s  t h a t  we a l l o w  t o  show 
a l l  t h e  way t h r o u g h .  There  a r e  two t h i n g s  t h a t  I would have  a l i t t l e  
d i f f i c u l t y  w i t h  r i g h t  now. One o f  them i s  t o  move i n  a way t h a t  would 
look  r a t h e r  l i k e  b u s i n e s s  a s  u s u a l  and t h e  o t h e r  would be  t o  t i e  a 
move o r  appea r  t o  t i e  a move t o  some s p e c i f i c  p i e c e  o f  d a t a ,  whatever  
it was.  T h i s  l e a d s  m e  t o  f e e l  t h a t  w e  shou ld  pe rhaps  t h i n k  abou t  t h i s  
m a t t e r  between now and Tuesday. have a v e r y  c a r e f u l  a n a l y s i s  o f  j u s t
what t h e  d a t a  do t e l l  us  and a f u r t h e r  r e a d i n g  on t h i s  psychology 
m a t t e r ,  and t h e n  s e e  a t  t h a t  t i m e  whether  o r  n o t  w e  f e e l  t h a t  we must 
move o r  whether  t h e  d a t a  w i l l  a l l o w  u s  t o  s t a n d  p a t  and t r y  t o  sweat  
it o u t .  

CHAIRMAN GREENSPAN. Governor M u l l i n s .  

MR. MULLINS. Wel l ,  I g e n e r a l l y  a g r e e  w i t h  t h e  d i a g n o s i s  t h a t  
we a r e  e x p e r i e n c i n g  a g r a d u a l  re t renchment  from t h e s e  e x c e s s e s .  I 
a l s o  t h i n k  t h a t  t h e  t h i r d  q u a r t e r - - w h i c h  was I might  add a b i t  lower  
t h a n  o u r  e x p e c t a t i o n s  f o r  some of  t h e  r e a s o n s  a number of peop le  have 
men t ioned- -had  a t a i l  end t h a t  i s  a l o t  d i f f e r e n t  t h a n  t h e  [ e a r l i e r ]  
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t h i r d - q u a r t e r  r e p o r t s .  The d a t a  have changed.  I n d u s t r i a l  p r o d u c t i o n ,
which had grown f o r  f i v e  s t r a i g h t  months,  h a s  now grown f o r  f o u r  
s t r a i g h t  months and h a s  been f l a t  f o r  two months:  and it might  w e l l  be 
f l a t  f o r  a t h i r d  month. The hous ing  marke t .  which had come back  
s t e a d i l y .  h a s  p r e t t y  c l e a r l y  f l a t t e n e d  o u t .  it seems t o  m e .  And t h e  
employment s i t u a t i o n ,  which I t h o u g h t  was g e t t i n g  b e t t e r ,  i s  l i k e l y  t o  
d e t e r i o r a t e  some o r  a t  l e a s t  be  f l a t .  S o .  b e f o r e  w e  t a l k  abou t  t h e  
c o n f i d e n c e  f a c t o r ,  I t h i n k  on t h e  ha rd  numbers t h e r e  h a s  been a change
i n  c h a r a c t e r  a t  t h e  t a i l  end o f  t h i s  t h i r d  q u a r t e r .  

There  i s  a problem o f  d e t e r i o r a t i n g  c o n f i d e n c e .  Conf idence  
had t u r n e d  up i n  p a r t ,  I t h i n k ,  because  of some of our  more d r a m a t i c  
moves i n  t h e  s p r i n g  when we d i d  c u t  t h e  d i s c o u n t  r a t e  by 50  b a s i s  
p o i n t s  and passed  t h a t  r e d u c t i o n  through [ t o  t h e  funds  r a t e ] .  I am 
concerned t h a t  t h i s  i s  a problem, going  i n t o  t h e  Chr is tmas  s e a s o n  and 
t h e  p l a n n i n g  s e a s o n  f o r  t h e  n e x t  q u a r t e r .  I n  t h e  p o l i t i c a l
environment and t h e  media environment  t h e r e ’ s  an i n c e n t i v e  t o  s a y  t h a t  
t h i n g s  a r e  bad.  Based upon t h e  numbers a t  l e a s t  f o r  t h e  t a i l  end of  
t h e  t h i r d  q u a r t e r ,  I t h i n k  w e ’ r e  look ing  a t  a r a t c h e t i n g  down o f  our  
e s t i m a t e  f o r  t h e  f o u r t h  q u a r t e r .  I won’t  go th rough  a f u l l  argument
h e r e  b u t  I t h i n k  o u r  c u r r e n t  s t a n c e .  based upon t h o s e  numbers ,  i s  
i n c o n s i s t e n t  w i t h  what w e  had f o r e c a s t  f o r  a s u s t a i n a b l e  r e c o v e r y .
With t h e  d e t e r i o r a t i n g  c o n f i d e n c e  on t o p  of t h a t .  I would b e  i n  t h e  
camp t h a t  s a y s  we do need a more d r a m a t i c  move. I t h i n k  t h a t  would 
h e l p  conf idence  and would f a c i l i t a t e  t h e  ad jus tmen t  p r o c e s s .  I a l s o  
would p r e f e r  t h i s  more a t  t h e  end of  n e x t  week. f i r s t  t o  d i v o r c e  it 
from t h e  l a b o r  market  r e p o r t  and second ly  because  i t  would have t h e  
i m p l i c a t i o n  o f  coming o u t  o f  a b road-based  rev iew a t  t h e  FOMC mee t ing .  
I would l i k e  t o  s e e  us move f o r  once a f t e r  t h e  3 0 - y e a r  bond a u c t i o n  s o  
t h e y  c a n ’ t  blame u s .  A l s o ,  I t h i n k  t h e r e  i s  some advan tage  i n  w a i t i n g
j u s t  a l i t t l e  l o n g e r  t h a n  everyone  e x p e c t s ,  showing t h a t  e x t r a  
p a t i e n c e  h e l p s .  However, we a r e  a t  a f a i r l y  c r i t i c a l  p e r i o d  i n  t e rms  
o f  t h e  numbers f l a t t e n i n g  o u t  a s  w e l l  a s  t h e  conf idence  d e t e r i o r a t i n g .  
s o  I t h i n k  I w i l l  be  i n  t h e  camp t h a t  a r g u e s  not  f o r  b u s i n e s s  a s  u s u a l  
b u t  f o r  a p r e t t y  d r a m a t i c  move t o  o f f s e t  t h i s  g e n e r a l  r e t r enchmen t  and 
g r a d u a l  p r e s s u r e  p u t  on t h e  economy by t h i s  p r o c e s s  and p e o p l e ’ s  l o s s  
o f  c o n f i d e n c e  i n  t h e  r e c o v e r y .  

CHAIRMAN GREENSPAN. Are we m i s s i n g  anybody? Minneapo l i s?
Is Mr. Gainor  t h e r e ?  

MR. G A I N O R .  Mr. Chairman. we h a v e n ’ t  s e e n  a n y t h i n g  i n  o u r  
economy t h a t  would l e a d  us t o  do something immedia te ly .  We t h i n k  
t h e r e  cou ld  be a c a s e  f o r  b r i n g i n g  t h e  funds  r a t e  down because  of s low 
money growth.  But t h a t  would be  t h e  on ly  b a s i s  we would s e e  f o r  t h a t .  
Our p r e f e r e n c e  would be  t o  w a i t  u n t i l  Tuesday’s  meet ing  t o  make a 
judgment .  

CHAIRMAN GREENSPAN. Does anyone e l s e  have any f u r t h e r  
[comments] t h e y  wish  t o  th row i n t o  t h e  p o t ?  Gentlemen, t h i s  h a s  been 
e x c e p t i o n a l l y  u s e f u l .  I d o n ’ t  know q u i t e  where i t  comes o u t  a t  t h e  
end ,  b u t  I t h i n k  we a l l  ought  t o  p u z z l e  about  it f o r  a w h i l e .  No 
m a t t e r  what happens between now and n e x t  Tuesday w i t h  t h e  d a t a .  we 
ought t o  have a r a t h e r  ex tended  d i s c u s s i o n  t h e n .  I must s a y  t h a t  t h i s  
i s  one of  t h e  most i n t e r e s t i n g  p e r i o d s  i n  t h e  development of t h e  
American economy t h a t  I r e c a l l .  
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MR. ANGELL. Mr. Chairman, maybe we ought to have a leak of 
this so that Messrs. Sarbanes and Hamilton and so forth would want to 
get the number of presidents voting up from 5 to 12! [Laughter] 

CHAIRMAN GREENSPAN. I’m sure they heard you! Thank you very
much, and I l o o k  forward to seeing you all next Tuesday. 

END OF SESSION 



